' pronounced improvement. 
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General Business Conditions 


HE year 1936 has closed with business 
at the highest level since the depres- 
sion began, and 1937 opens with great 
expectations. There are few industries 
in this country, and few sections of 
the world, in which conditions have not shown 
Industrial output 
as a whole has almost regained the 1929 aver- 
age, with the Federal Reserve index for No- 
vember at 114 (1923-25 = 100); and in an 





_ impressive list of industries making goods of 


everyday use the 1929 peak has been sur- 
passed. These include not only industries 
which are still in a rapid stage of growth, such 
as rayon, plastics, and various kinds of elec- 
trical merchandise, but also cotton textiles, 
shoes, petroleum products, tobacco, glass and 
some divisions of the paper industry. Steel 
and automobile output have both been greater 
than in any year except 1928 and 1929, and 
during recent weeks steel mill operations, at 
almost 80 per cent of capacity, have been the 
largest on record at this season of the year. 
Compared with 1935, the increase in indus- 


trial production during 1936 has averaged 15 


per cent. Railway freight loadings and electric 
power consumption rose approximately as 
much, and the latter set an all-time high record. 

Demand for raw materials has increased 
greatly, and prices are sharply higher. Bitum- 
inous coal production in 1936 was 16 per cent, 
and copper deliveries 50 per cent, over 1935. 
Imports of rubber, wool and other industrial 
materials, as well as foods from abroad, were 
larger. Exports of manufactured goods rose 
16 per cent. Total domestic retail trade ex- 


| panded during the year by an estimated 14 per 
_ cent, and the Christmas sales of department 


stores were larger by about the same figure, 
according to early reports. 

Employment and payrolls are substantially 
greater, and the earnings of both agriculture 
and the industries are better. Property values 
of all kinds have advanced. The work of im- 
proving and adding to productive equipment 


__ has begun to go forward again, stimulated both 
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by better trade and growing confidence. Al- 
though the amount of new capital raised and 
bank credit used by business continues very 
low, the year has seen a fair increase in both 
totals. 

Moreover, these evidences of recovery sup- 
ply proof that the maladjustments which 
caused and prolonged the depression are being 
overcome, and that the changes required to 
adapt business so that it can go ahead under 
new conditions are being made. The progress 
of the past year has been not only in enlarging 
the volume of business, but in improving eco- 
nomic conditions so that further gains can be 
achieved. 

For four years the economic system has been 
pulling itself together. In that period short 
crops have wiped. out the accumulated sur- 
pluses of farnprédutts, and farm income has 
been restored to such effect that farmers of 
this country, according to the Bureau of Agri- 
cultural Economics, have had in 1936 the high- 
est real purchasing power in thirteen years; 
this of course does not refer to income stated 
in dollars, which was below 1929, but is after 
allowing for the greater buying power of the 
dollar. In the industries endless technical pro- 
gress has been made, permitting them, while 
paying higher wages, to set prices which would 
sell goods; and the wear and tear of the de- 
pression and unsatisfied wants have built up 
deferred needs, which require4ncreased manu- 
facturing activity and greater consumption of 
raw materials as the recovery makes headway. 

This is the basis of the optimistic expecta- 
tions for the coming year. 


The Commodity Price Advance 

Unquestionably the rise in staple commodity 
prices has been one of the most important 
developments of 1936, and one holding great 
promise for 1937. The advance in farm pro- 
ducts and other raw materials during the 
twelve months has averaged around 25 per 
cent, and this is a world rise, in terms of all 
currencies and of gold as well. Farmers and 
other producers of raw materials will have the 
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first benefit, for they will receive higher prices, 
and also will probably be able to sell more; but 
the resulting increase in purchasing power, if 
not absorbed by rises in industrial prices and 
costs, will flow around the circle, creating 
business for everyone. 

This will apply not only in the United States, 
but even more in some countries abroad. In 
the countries whose chief occupation is the 
production of primary commodities a price re- 
covery has represented the only practicable 
road out of their difficulties, and 1937 opens 
with bright prospects. The wheat growers of 
Argentina are receiving close to $1 per bushel 
for their early sales out of the crop now 
ready for harvest, instead of 70 cents a year 
ago (prior to the establishment of a fixed price 
by the Government); and their crop will be 
three-fourths again as large. The rubber pro- 
ducers of Malaya and the Dutch East Indies 
are receiving 21 cents for their rubber as com- 
pared with 13 cents a year ago and 2 cents in 
1932, and their shipments will increase sub- 
stantially in the first half of 1937. The wool 
growers of Australia, New Zealand and Argen- 
tina are currently selling their clip at the 
equivalent of nearly 75 cents for clean terri- 
tory wool in this country ex-duty, while the 
corresponding price last year was only 47 
cents. The cocoa producers of West Africa 
and Brazil, the growers of Argentine flaxseed, 
of Canadian, Australian and Danubian wheat, 
and farmers and miners elsewhere can look 
forward likewise with satisfaction. 

The following table shows prices of im- 
portant staple commodities in representative 
American markets on December 26, one year 
ago, and the high and the low for the past ten 
years, the prices in many instances showing 
five to ten-fold improvement over the low 
point: 

Spot Commodity Prices 


Com- 10-year 10-year 
modity Dec.26 YearAgo High haw 


Steel Scrap $14.25 $19.25 $8.25 
.63 9.25¢ 23.87¢ 


19.23¢ 

16.09¢ 

14.41¢ ’ 

24.57¢ 7.00¢ 

With the markets taking this course, these 

countries and others will be able to buy pro- 
ducts of foreign manufacture more freely. The 
improvement may not lead quickly to abandon- 
ment of exchange controls, reduction of tariffs, 
removal of embargoes and quotas and other 


lightening of trade restrictions, but the trend 
will be in that direction; for the chief hope of 
eliminating obstacles to trade plainly lies in 
recovery in the countries which have put up 
the barriers for self-protection. In the case of 
Argentina, where the 1937 improvement will 
be great, the withdrawal of exchange restric- 
tions seems to be but a question of time. 

It is also worth considering that the price 
recovery lifts pressure within the countries 
producing primary commodities for the further 
depreciation of their currencies. It strengthens 
immeasurably the hope that the world is 
finished with currency warfare. The purpose of 
currency depreciation in all countries was to 
protect domestic prices from the world de- 
flation, and with gold prices showing a sub- 
stantial rise the inducement to use those tactics 
again is disappearing. The devaluation of the 
Gold Bloc currencies in October was turned, 
through international cooperation, into an occa- 
sion for ending rather than renewing the cycle 
of competitive currency depreciation ; and com- 
modity prices, instead of declining as after the 
depreciation of the pound sterling and dollar, 
have advanced as described. The cooperation 
accorded at that time also stands out as one of 
the notable achievements of 1936. 


Improvement in Price Relationships 


It may be said with reference to the illustra- 
tions used above that the rise in prices will 
not add to total purchasing power, since con- 
sumers will have to pay it and therefore will 
suffer an equivalent loss of their own ability 
to buy; and as far as it goes this is correct. 
But the benefit of the advance is nevertheless 
as claimed, for it will stimulate production in 
many lines, and the increase of purchasing 
power will flow out of the increase in produc- 
tion. The important point is that the rise in 
raw materials restores the balance among 
prices, and reestablishes the equitable relation- 
ships which the decline in 1929 and thereafter 
disrupted. 


All prosperity is staked on these relation- 
ships. The most depressing influence upon 
business during the past six years, here and in 
the world as a whole, has been the inequality 
in prices as between raw materials and finished 
goods, services and other fixed costs. When 
the crash came at the end of the post-war boom 
the fall of prices was far from uniform. The 
raw materials whose production had been 
stimulated by the wartime and boom demands, 
and by the spread of agriculture into new 
territory, fell earliest and most rapidly, while 
prices of manufactured goods and services, 
maintained by fixed wage rates and other 
charges, resisted the decline. In 1932 farm 
products on the average would buy in this 
country only half the quantity of finished 





goods they would purchase even before the 
war, and elsewhere the ratio was as bad. 

Inevitably these price disparities caused trade 
to collapse between the farms and the in- 
dustries, and between the raw material pro- 
ducing and the manufacturing nations. All 
students of the question agree that fair and 
equitable price relationships are the first essen- 
tial of prosperity. Trade is impracticable with- 
out them, and unless producers can trade their 
goods and services for those of other producers 
economic activity is disrupted, employment de- 
clines, and all the other phenomena of depres- 
sion ensue. 

To readers of these Letters the emphasis 
placed upon the principle of equitable price 
relationships and of balance and equilibrium 
throughout the economic system will be 
familiar. But repetition is appropriate at this 
time for the reason that prices are better ad- 
justed and the elements in the system on the 
whole better balanced than in six or seven 
years; and the problem is to keep them so. 
The improvement began after the middle of 
1932, was set back in this country by the 
financial crisis in 1933, and resumed again in 
that year. The recuperative forces have been 
at work restoring order ever since. 


Although the question can arouse endless 
argument, it seems reasonable to say that 
agriculture at the end of 1936 is back to its 
normal purchasing power, as indicated by past 
experience. This restores the equilibrium at 
the point where the strain during the down- 
swing of the depression was the greatest. 
Likewise, raw material prices in general have 
recovered to their former parity with finished 
goods, according to various price indexes. 


The reestablishment of balanced price re- 
lationships in these~areas has been one of the 
chief gains of 1936. It makes improvement in 
both domestic and world trade possible; and 
as long as the equilibrium is maintained there 
will be no good reason why recovery should not 
carry on, without more than normal fluctua- 
tions, to full employment of the country’s 
productive capacity. 


Where the Unemployment Lies 


As the economic system has pulled itself 
together and production has increased, em- 
ployment has risen correspondingly; but un- 
employment is still the most serious problem 
of the depression. It is sometimes charged, as 
an indictment of industry, that the rise of 
production has not produced an equivalent rise 
in employment, but according to Government 
figures this is a misapprehension. Industrial 
production as measured by the Federal Re- 
serve Board’s index for November was 91 per 
cent of the 1929 peak, and the corresponding 
figure for industrial employment was 89. 
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. Moreover, the average weekly pay envelope 
in the industries contained 90 cents for every 
dollar it contained at the peak. As the cost of 
living, compiled by the National Industrial 
Conference Board, was 15 per cent lower, it is 
evident that employed factory labor, even with 
shorter hours of work, is receiving a higher 
real wage than during the boom. 

In a large number of industries, even some 
which are producing less than in 1929, employ- 
ment has passed that year. The steel and 
automobile industries are giving work to more 
people, at the highest hourly rates ever paid, 
and so in general are the apparel trades, the 
leather and paper industries, chemicals, rayon 
and retail merchandising, and lately cotton 
goods. Employment in woolen goods and 
floor coverings in 1936 has been second only 
to the peak of 1929; and in fact in most in- 
dustries, it has been greater than since 1930. 


At the other extreme, the industries in which 
employment is lowest in comparison with 1929 
include anthracite mining, quarrying, metal- 
liferous mining, brick, tile and terra cotta, saw 
mills, and railway repair shops. The index in 
the nondurable goods industries is 96 per cent 
of the peak but in the durable goods only 84. 


Gains in Capital Goods 


These figures prove the general observation 
that the remaining unemployment is mainly 
outside of the consumption goods industries, 
and in construction, capital goods, the rail- 
ways, agriculture, and services of various 
kinds. The prospect for improvement in the 
capital goods industries during 1937 is bright, 
for they have moved forward under good 
momentum during 1936. The work of replac- 
ing and modernizing factory equipment has 
been speeded up and machine tool orders have 
exceeded 1935 by 45 per cent. There is always 
room for plant improvement, and now that 
many of the light industries again have a 
market for all or nearly all they can produce, 
the inducement to improve their facilities is 
great. Moreover, they have the earnings and 
the credit to support expenditures. 

The electric power companies will increase 
their purchases materially in 1937, since the 
market for power is in many sections steadily 
approaching their capacity to produce. Rail- 
roads have more locomotives, cars and rails 
on order than since 1929. 

Building contracts awarded, as compiled by 
the F. W. Dodge Corporation, increased 57 
per cent in eleven months; the largest gains 
have been in residential construction which is 
up 70 per cent, and the rise in the proportion 
of building which is privately financed to 
nearly 60 per cent of the total in recent months 
is encouraging. The best prospect in building 
is still in the residential classification, where 
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the continuing rise in rents is evidence of “un- 
doubling,” a high marriage rate, the desire for 
larger or better quarters and the general re- 
covery of purchasing power. The uptrend in 
rents is certain to stimulate construction, pro- 
vided only that advancing costs do not choke 
off the improvement. 

It is safe to say that employment would be 
larger if more skilled labor were available, for 
skilled workers are scarce in almost all the 
trades. The effects of the reduction in train- 
ing activities and the recruiting of apprentices 
during the depression are now being felt. 
Bonuses for skilled craftsmen are being paid 
by contractors. This shortage is a factor in- 
creasing costs, and it may limit production. 
Certainly many of the unemployed can find 
work in the trades as rapidly as they can 
acquire skill, and training activities have been 
widely resumed. 

There are also reports of scarcity of un- 
skilled and semi-skilled labor at wages which 
people can afford to pay, and there are sec- 
tions in which work relief activities have been 
curtailed in order to make labor available. 
Reduction in the W. P. A. program is the sub- 
ject of wide discussion. Undoubtedly the 
reluctance of workers to accept employment 
that will take them off the relief rolls, espe- 
cially at the beginning of Winter, is operating 
to obstruct their reabsorption into private 


industry ; and where that is true work relief is 
not only costly, but is an obstacle to the re- 
establishment of normal conditions. 


The Chief Problem of 1937 


The foregoing review presents the facts 
upon which to base a general summary. It 
is evident that a practicable working balance 
has been reached between a good many costs 
and prices, incomes and debts, and other 
economic relationships, and that this lays the 
ground for further gains toward full activity. 
It places prosperity within reach, if all the 
members of the economic society recognize 
the conditions and abide by them. The emer- 
gency has passed, and the problem now is to 
get away from emergency policies back to the 
regular self-supporting activities of a balanced 
system; to put every possible worker into a 
job where he will help the whole situation 
instead of being a burden to it. Free from 
interference from without the economic sys- 
tem, and from fresh disturbance of equilibrium 
within it, business itself will assuredly accom- 
plish this purpose, under no other impulse 
than the unsatisfied wants of everyone and 
the desire of all producers to do business. 

On the other hand, the equilibrium will not 
maintain itself without understanding and co- 
operation. If the recovery in agriculture, 
which adds to the cost of living, is made the 
basis for further wage claims which result in 


price increases, the balance may be disturbed by 
a rise in industrial prices to higher levels than 
consumers can pay. Already there are appre- 
hensions as to recent price advances in manu- 
factured goods, which have not yet been 
tested on the ultimate consumers; and also as 
to the level of costs in the building industry, 
with both materials and wages rising. 

Moreover, strikes slow down recovery. They 
disrupt production, spread unemployment, and 
reduce purchasing power, and they raise costs 
no matter what the outcome. The shutdowns 
caused by the labor troubles in the automobile 
industry will close down parts manufacturers, 
suspend the flow of materials, and throw labor 
out of work over a widening area. The situa- 
tion threatens to check the recovery. 

Nor is the outlook wholly secure on the side 
of agriculture. There is uncertainty as to the 
permanence of the improvement, on two 
counts. First, a part of the agricultural in- 
come, to be sure a smaller part than in preced- 
ing years, is derived from Government pay- 
ments. Second, prices have risen on the basis 
of short production, and full crops all around 
might again create a disparity. In this connec- 
tion the all-time record acreage planted to 
Winter wheat in this country, 25 per cent 
above the five-year average, is of interest. Sub- 
soil moisture in the most important wheat 
sections is short, but if Spring rains should be 
good the crop would greatly exceed domestic 
needs. Until it is demonstrated that the 
markets are strong enough to absorb consider- 
ably larger crops without loss of farm pur- 
chasing power, increases in prices of things 
the farmers buy will be hazardous. 

Finally, and taking a shorter view, the com- 
modity price rise in the past two months has 
been very rapid, and forward buying has been 
liberal. When business men decide they have 
bought as far ahead as advisable the move will 
slow down, and the pace of recovery may 
slacken. Such fluctuations, however, are nor- 
mal in the business situation. They are not 
to be regarded as disturbing, as a disruption 
of the general equilibrium, through strikes or 
an excessive rise in industrial costs and prices, 
would be. 


Money and Banking 





Interest in the financial markets during the 
past month has centered chiefly upon the plans 
and proposals of the Treasury and Reserve 
Banks for curbing the excess reserves of the 
banks and controlling credit expansion. As 
explained from time to time in these columns, 
the high tide of gold imports during the past 
three years has caused the piling up of an 
unprecedented total of surplus funds in the 
banks, the existence of which carries with it 
a constant danger of inflation. Last August 
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the Reserve Banks undertook to reduce these 
excess bank funds to more manageable pro- 
portions by raising the legal reserve require- 
ments of the member banks by 50 per cent. 
This action cut excess reserves of member in- 
stitutions from $3,170,000,000 to $1,810,000.000. 
but no sooner had the total been reduced than 
it began to build up again due to continuing 
gold imports. As a result, excess reserves by 
the first of December had recovered to $2,210,- 
000,000 notwithstanding a growth in required 
reserves caused by an increase in bank deposits. 

This renewed accumulation of excess re- 
serves, after measures taken to reduce them, 
has been viewed by the authorities with con- 
cern, and recent statements by the Chairman 
of the Reserve Board and the Secretary of the 
Treasury have indicated plainly that further 
steps to reduce excess reserves after the first 
of the year are a possibility. Whether action, 
if taken, would be in the form of a reduction 
of the Reserve Banks’ holdings of Government 
securities, now amounting to $2,430,000,000, or 
another increase of member bank reserve re- 
quirements, has not been divulged, but the 
general assumption has been that the latter 
course was the more likely. Under the law, the 
Reserve Board has authority to raise reserve 
requirements up to another 3314 per cent of 
the existing totals. How far any given change 
in the reserve base will affect excess reserves 
is difficult to estimate precisely in advance, 
owing to lack of knowledge as to what the 
exact position of the banks will be at the time 
the new regulations are put into effect. Assum- 
ing, however, that excess reserves should reach 
$2,400,000,000 by the end of January, it may be 
roughly estimated that an advance of a third 
in reserve requirements would cut the total 
“excess” down to somewhere in the neighbor- 
hood of $800,000,000. 


The Move to “Sterilize’”’ Gold Purchases 

It has been recognized that any action that 
the Reserve Banks may take to mop up excess 
reserves will prove to be a futile gesture if 
the gold inflow continues and is permitted to 
build reserves up again as was the case last 
Summer and Fall. Hence the new program 
recently announced by the Treasury for deal- 
ing with gold purchases in such manner as to 
limit their effect upon the credit base. The 
essence of the new procedure is that hereafter 
the Treasury will pay for gold, whether of 
domestic or foreign origin, with funds ob- 
tained by the sale of Treasury securities in the 
open market, whereas heretofore it has paid 
for the gold with funds obtained by depositing 
gold certificates with the Federal Reserve 
Banks. In the first case, the Treasury pays 
Federal Reserve funds into the market and 
takes out an equivalent amount, leaving bank 
reserves unchanged. In the second case, (the 
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old method), the Treasury pays Federal Re- 
serve funds into the market without any off- 
setting withdrawal, causing bank reserves to 
increase. 

In detail, under the new conditions, the 
commercial banks receive payment from the 
Treasury in Federal Reserve funds, either for 


gold or exchange, which adds to their reserves, 


while the Treasury converts the exchange into 


gold abroad and brings the gold home. 


Whereas formerly the Treasury would have 
utilized this gold to replenish its balances at 
the Reserve Bank (through issues of gold 
certificates), leaving the commercial banks in 
possession of their larger reserves, it now pro- 
poses to lock up the gold in an inactive account 
and to replenish its balances at the Reserve 
Bank through sales of Treasury securities 
which will eliminate the previous additions to 
reserves and leave the totals unchanged. 

The incoming gold will continue to be ac- 
companied by an increase of bank deposits, but 
this increase, under the new arrangements, will 
be limited at most to a one for one expansion 
with gold, instead of the multiple expansion 
made possible under the old system/As foreign 
currencies or gold are offered for dollars and 
purchased by the banks here, this creates 
dollar deposits, and these deposits are not dis- 
turbed by subsequent sales of Treasury securi- 
ties for sterilization purposes. However, we 
used the words “at most” advisedly in the 
sentence next preceding for the reason that 
deposits may not in all cases increase with 
gold imports. To the extent that Treasury 
securities sold in connection with gold imports 
are taken outside the banking system no in- 
crease of deposits is involved. Nor, of course, 
would deposits increase with gold imports 
which are the result of exchange operations 
involving either repayment by foreigners of 
bank loans contracted in this market or recall 
by American banks of balances from abroad. 

The new method of dealing with gold im- 
ports parallels in principle the system that has 
been in successful operation in Great Britain 
since establishment of the British Equalization 
Fund. By means of sales of British Treasury 
bills, the Fund has been able to take up in- 
coming gold so as to avert the automatic ex- 
pansion of the credit base that has been a 
feature of the gold movement to this country. 

Borrowing to finance gold purchases may 
not always synchronize precisely with the 
dates of such purchases, the borrowing in some 
cases possibly preceding the gold purchases 
and in other cases following. The temporary 
financing of the purchases will be arranged 
easily through the Reserve Banks. Gold 
bought by the Treasury in connection with 
sterilization operations will be reported in the 
daily Treasury statement in an “inactive gold 
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fund,” the first entry having appeared on 
December 24 in the sum of $14,835,000. 


It is interesting to reflect that to the extent 
that the new program permits of an increase of 
bank deposits without corresponding increase 
of bank reserves, the effect will be to reduce 
somewhat the total of excess reserves. In 
other words, under this plan we have the 
apparent paradox that gold imports, instead 
of increasing excess reserves as in the past, 
will tend actually to decrease them. This 
situation, however, is one that is constantly 
under the control of the authorities. Should 
money—for any reason, gold exports or other- 
wise—become unjustifiably tight, the Treasury 
would be in a position to draw upon part of 
its impounded gold to take up some of its 
outstanding securities, thus putting funds back 
‘nto the market. 

Mention should be made that the program 
will involve an increase of the public debt and 
of interest charges thereon. At present rates 
of interest the added cost will be slight, but 
would increase with a higher level of money 
rates. A problem of broader implications aris- 
ing out of the program concerns the division 
of responsibility for credit control between 
the Federal Reserve Banks and the Treasury. 
It will be observed that the new arrangements 
confer upon the Treasury powers over control 
of bank reserves ordinarily lodged with the 
central bank. Therefore, a satisfactory work- 
ing of the new scheme will call for close co- 
operation between these two agencies. 


The Gold Plan and Reserve Requirements 


Opinions differ as to how far the new gold 
plan may alter the outlook for an early 
change in bank reserve requirements. Chair- 
man Eccles and Secretary Morgenthau na- 
turally have been reticent on this point, 
though both are understood to have empha- 
sized the fact that the reduction of excess 
reserves to more moderate proportions and 
the adoption of measures to hold them there 
were two separate matters. According to press 
reports, Chairman Eccles indicated that the 
Board was continuing to study the question 
of excess reserves, and that the sterilization 
plan was only one of a number of factors to 
be weighed in arriving at a decision. Whether, 
however, there will be the same feeling of 
urgency regarding the increase in reserve re- 
quirements, particularly as to the amount of 
the increase, remains a question. 

Both the Chairman of the Reserve Board 
and Secretary Morgenthau took pains to ex- 
plain that the plans for dealing with excess 
reserves represented no departure from the 
cheap money policy. “This should not be con- 
strued as a policy away from easy money,” 
Chairman Eccles is reported to have said. 


“There are adequate excess reserves in the 
system to take care of all needs for credit.” 


Money and Bond Markets 


Currency in circulation increased $305,000,- 
000 during the five weeks prior to Christmas, 
and at the Christmas peak was nearly $700,- 
000,000 greater than a year previous. Member 
bank excess reserves, mainly as a result of 
the currency withdrawals, decreased $330,000,- 
000 to $1,880,000,000, but are due to increase 
after the holidays unless checked by action 
on reserve requirements. 

Short-term money rates were unchanged 
save for a slight firming in the discount rates 
on the weekly Treasury bill issues, the 9- 
months maturities advancing from 0.084 per 
cent to 0.294 per cent. In the long-term mar- 
ket, discussion of possible measures to reduce 
excess reserves was accompanied by some 
softening in prices of Government bonds, fol- 
lowing the establishment of record high prices 
early in December; losses, however, were in- 
sufficient to affect yields materially, and prices 
soon recovered and in some cases reached new 
high levels. The principal declines in the Gov- 
ernment market were in the longer notes 
carrying a low rate of return. Evidently the 
banks, in anticipation of possible advances in 
reserve requirements, have preferred to dis- 
pose of short-term, low-yield holdings rather 
than the long-term bonds carrying better 
returns. 

High grade corporate bonds have followed 
the general trend of the Government issues. 
New security offerings met with an excellent 
reception, despite the low yields. A new issue 
of $25,000,000 Pacific Telephone & Telegraph 
Company-mortgage 3%s of 1966, offered at 
105 to yield 2.995 per cent, and $5,000,000 of 
Dow Chemical Company debentures 3s of 1951 
offered at par, were instances of record low- 
cost borrowing by companies in the telephone 
and industrial fields. 

The new Treasury offering on December 
15 included $700,000,000 of 2% per cent 
Treasury Bonds of 1949-53 for cash, plus 
$786,000,000 of the same bonds or of 1% per 
cent 5-year Treasury Notes in exchange for 
certain maturing obligations. Cash subscrip- 
tions, totaling $4,951,000,000, were more than 
7 times the amount of the offering, and al- 
most all of the acceptable maturing obliga- 
tions were tendered in exchange. A strong 
preference was again manifest for the bonds 
as against the short-term notes, although the 
preference was less marked than in the case 
of similar exchange offers earlier in the year. 


Changes in Bank Credit 


A noteworthy feature of the month has 
been the post-seasonal rise in customers’ loans 
other than those against securities and real 
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estate. Loans of this type made by the weekly 
reporting member banks increased $236,000,- 
000 during the four weeks ended December 
23, and were $885,000,000, or 26 per cent, 
higher than a year previous. Accompanying 
the increased activity of general business and 
the rising tendency of commodity prices, this 
rise in “other” loans seems to point more 
clearly to expanding commercial requirements. 

In view of the discussion during recent 
years as to the future of commercial borrow- 
ing, these tendencies are of decided interest 
to bankers. It has always been the case that 
the short-term commercial loan is the most 
economical means for obtaining supplement- 
ary working capital of business houses whose 
needs fluctuate during the year. There is no 
reason to doubt that this still holds true. On 
this subject the Year Book for 1936 prepared 
by Swift & Company contains some highly 
pertinent remarks which we quote in part. As 
is well known, the meat packers have always 
been one of the most important sources of 
short-term paper for the banks. 


Sources of Working Capital 


In general there are two sources from which work- 
ing capital may be obtained—from shareholders or 
from commercial banks, Some of the money derived 
from the sale of capital stock must be used for work- 
ing-capital purposes. Then, too, a portion of the 
yearly earnings, all of which belong to shareholders, 
may be used for this purpose if the financial needs 
of the business so indicate. Failure to provide 
adequate working capital from the sale of capital 
stock or out of shareholders’ earnings might prove 
extremely embarrassing in a period of rising prices 
when more capital is needed because, obviously, the 
amount of working capital that can be obtained from 
commercial banks to finance higher-priced inventories 
depends ultimately upon the amount of working 
capital that has already been provided by the share- 
holders. 

In years of high inventory values, or whenever the 
capital belonging to shareholders is inadequate, re- 
course must be had to bank borrowing. The com- 
mercial banks of the country are constantly in the 
position where they must be prepared to pay out 
funds to their depositors on demand. The great 
bulk of their loans must therefore be for short terms. 
Loans of this kind are just what the packer needs. 
He borrows at the bank, say, for ninety days. He 
uses the cash to pay for livestock, supplies, labor, and 
other costs. When his meat and by-products have 
been prepared and sold, he then has the money with 
which to pay off his bank loan at maturity. 


Bank Borrowing is Advantageous 

Both packer and banker gain from dealings of this 
kind. The packer is able to carry through a com- 
mercial transaction with the bank’s money and make 
a profit that would not otherwise be possible. Bank 
borrowing also enables him to adjust his cash 
position to the requirements of his business. As his 
business expands or as livestock prices rise, he can 
borrow more cash to carry a larger inventory. In 
the same way he can reduce his loans and avoid 
having idle cash whenever the value of his inventory 
declines. 

The banker gains from packer loans in that he 
is able to lend the funds of his depositors at interest 
in a transaction that is sound and self-liquidating— 
a transaction that automatically provides a borrower 
with the money needed to pay off his loan at ma- 
turity. Moreover, to the extent that the banker keeps 
his funds invested in short-time loans of this 
character, he is in a better position to meet the de- 
mands of depositors for their money whenever they 
want it. 

At the present time Swift & Company has sufficient 
working capital of its own to finance current inven- 


tory requirements. But judging the future by the 
past, it is to be expected that the time will again come 
when livestock and other raw materials will be so 
much higher in price, or the volume to be handled will 
be so much greater, that the working capital belonging 
to shareholders will be insufficient to carry the load. 
When that time comes—and it has come at frequent 
intervals in the past—new capital for the financing 
of inventories can be obtained by borrowing from 
the commercial banks. 


Federal Taxation 





Congress, assembling this month, will face 
two financial problems, viz.: that of balanc- 
ing the budget and that of tax policy. It 
may be said that the former inevitably ranks 
first, but experience has shown that well-ad- 
vised adjustments of taxation may not only 
ease the burden to tax-payers, but increase the 
revenues. Authorities upon the subject agree 
that taxation should be so planned as to ob- 
tain the required revenues with the least pos- 
sible disturbance of industry, trade and em- 
ployment. Any disturbance of these will effect 
production and employment, and waste or 
misuse of capital, or of purchasing power in 
any form, is a loss to the entire community. 

Taxation has increased greatly since the 
turn of the century, and, even so, has been far 
behind expenditures, which have been financed 
largely by borrowing. Moreover, all branches 
of government are enlarging their functions, 
and spending more freely. Present costs of 
government are equalling 25 to 30 per cent of 
the aggregated incomes of all the people of 
the United States and have trebled in the last 
20 years, while the population was increasing 
25 per cent. It is true that much of the increase 
has been extraordinary and unavoidable under 
the immediate circumstances, but the lasting 
increase is very large. 

The most disturbing effect of this increase 
is that many persons are so unconscious of any 
cost, and so impressed by the apparent re- 
sources of the Government, that they see 
nothing abnormal about it. Moreover, new 
blessings are discovered in taxation, such as 
“stabilization of business”, “regulation of 
profits”, “control over corporations”, “equaliza- 
tion of individual incomes”, “establishment of 
Industrial Democracy”, and so on. 

These ideas about the magic power inherent 
in governments have been afloat in the world 
for a very long time, subjects of discussion and 
many experiments; but the verdict of history 
has been that the less the people look to the 
government and the more they rely upon them- 
selves, the greater the real progress will be. 

The Scotch philosopher, Adam Smith, is 
credited with developing this principle into a 
political and social science, although the idea 
had been forming in thoughtful minds over 
a long time. He saw the possibilities in organ- 
ization and said that the purpose of the eco- 
nomic system was to supply the wants of all 
the people, but that it must be a free system. 
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In other words, he wanted the people to organ- 
ize and run it themselves, governments to keep 
hands off. It was he who laid down the rule 
that governments would get more revenues 
by sharing prosperity with the people than by 
levies that would disturb it. 

After Adam Smith came John Stuart Mill 
and others of similar views, who shaped 
the basic policies which have guided social 
development from their times to the present. 
They did not, of course, oppose taxation for 
the maintenance of social order and the promo- 
tion of the common welfare, but sought to re- 
strict it to these purposes. The essence of their 
doctrine, as it has come down to the present, 
is that in the field of planning and constructive 
enterprise, governments cannot possibly have 
the initiative and resourcefulness of all the 
people, and should leave that field to the people 
themselves. 

They were idealistic in the long view, but in- 
tensely practical in methods. They said of all 
plans for a state-ordered society that they vio- 
lated the basic principle of freedom for the 
individual in the management of his own affairs 
and in cooperation with others. According to 
them, and all experience since, any attempt 
to equalize incomes by means that restrain the 
free play of economic forces will throw the 
system into confusion, and cause all incomes 
to fall together. 

Both Smith and Mill were profoundly im- 
pressed that labor-saving machinery, instead 
of depriving wage-workers of employment, 
would increase their productive capacity and 
enable them to have more of the comforts of 
life than they ever had known before. These 
men were “Liberals” in the true sense, winning 
the name by their devotion to the cause of 
Liberty. They believed that social progress 
must come in the development of the ability 
of the people to think and act for themselves, 
and that this could be done only by the free 
exercise of their differing abilities in their rela- 
tions with each other. The Encyclopedia 
Britannica article upon Mill says that “his 
whole life was devoted to the amelioration of 
the working classes” and Smith had the same 
aims. Both had the vision of social progress 
by the growth of knowledge, improvements in 
the industries and better understanding. 

Smith died in 1790; Mill, born in 1806, lived 
until 1873, and witnessed ample vindication of 
the principles both had taught; but all of the 
progress since then has been within the sweep 
of their vision. 

It may seem to some readers that the writ- 
ings of Adam Smith and John Stuart Mill can 
have little bearing upon tax-measures of the 
present day, but both relate to fundamental 
principles of government. 


Recent Experiments in Taxation 


The principal features of the recent tax laws 
have been the income taxes, which are new in 
this country and apply directly to compara- 
tively few persons. They have been adopted 
under the pressure of immediate necessity, and 
who finally pays them is veiled in obscurity. 
Apparently they are popular with people who 
are told that other people pay them, but any 
tax so applied as to disturb business may cost 
the country much more than the value of the 
revenue. 

That these taxes will receive further con- 
sideration by Congress at the coming session, 
is generally believed, for much dissatisfaction 
with them exists and has spokesmen in both 
political parties. It is not a partisan issue, but 
one of practical public policy. The Secretary 
of the Treasury and chairmen of Senate and 
House Committees, while naturally reticent 
on the subject at present, have indicated that 
certain features may be reviewed. 

The latest tax-act (1936) was prompted by 
a prospective budget deficit, resulting from 
the Supreme Court decision against the “pro- 
cessing taxes”, and the requirements of the 
Veteran’s adjusted compensation act. It deals 
with both corporate and personal income taxes. 

It substitutes for the preceding graduated 
tax on net corporate income a new one, some- 
what lower, called the “normal tax” on “nor- 
mal tax net income”. The latter term means 
the net income less certain deductions, as inter- 
est receipts on obligations of the United States 
and its instrumentalities ; 85 per cent of inter- 
corporate dividends received, and certain cred- 
its of minor importance. The “normal tax” 
ranges from 8 per cent on net income not ex- 
ceeding $2,000, through three brackets to 15 
per cent on income exceeding $40,000. Then 
follows a surtax on undistributed net income, 
graduated in five brackets, from 7 per cent on 
income in excess of 10 per cent up to 27 per 
cent on any undistributed balance above 60 per 
cent of the adjusted income. 

The graduated tax on corporations is dis- 
criminatory against the large ones, but all 
stockholders are affected alike, whether their 
holdings are large or small, and in fact most 
of the stockholders of large corporations are 
not large holders. Thus the principle of “tax- 
ation according to ability to pay” is disregarded 
in this instance, although observed as to the 
surtaxes on personal income. Large corpora- 
tions are penalized heavily and small stock- 
holders suffer with the rich ones, their only 
remedy being to get out of large into small 
ones. Moreover, the discrimination against 
large corporations is without regard for the 
fact that their size may be appropriate to the 
services they render, as in the case of the great 
railroad companies, and many of the industrial 


‘companies. After all, the principal considera- 





January, 1937 


FE 


tion should be the character and cost of the 
services rendered to the public, which wants 
good service and in the long run must pay all 
costs. 

The tax on dividend receipts of holding com- 
panies from subsidiaries is making such inte- 
grated relations more costly, although they 
have been found to promote efficiency and sta- 
bility in their joint operations. The inhibition 
upon consolidated returns has a like effect. 
In the case of companies operating in dif- 
ferent states the holding company is the only 
available machinery for unity of operations. 
Such legislation is prompted by an assump- 
tion that large organizations are harmful to 
the public, but as a rule the public benefits 
by economical operations. It is tax-legislation 
for a purpose other than revenue, which is 
objectionable on principle. 

Upon fiduciary corporations, i. e., banks, in- 
surance companies, etc., mainly custodians of 
funds other than their own, a flat 15 per cent 
is imposed. 

Completing the picture of present taxation 
upon corporations and their stockholders, is 
the new schedule of personal income taxes. 
Heretofore dividend income from corporations 
subject to an income tax has been free of 
the normal tax, but now the normal tax, (4 
per cent), applies. The surtax applies to net 
income (less personal exemptions and credit 
for dependents) in excess of $4,000, rising from 
another 4 per cent on the first $2,000 of such 
excess, on a graduated scale, to 75 per cent 
in the top bracket. 

Inasmuch as the net assets of corporations 
belong to the stockholders, both corporation 
and personal taxes fall on them. It is double 
taxation, because the same income is taxed 
first to the corporation and then to the stock- 
holder and is another burden on doing business 
in the corporate form. 

The final effect of the taxation is a diversion 
of purchasing power from the channels through 
which the corporations or their shareholders 
would direct it, into the channels of govern- 
ment expenditures. This is the fundamental 
fact to be borne in mind. No new purchasing 
power is created, but the distribution in one 
case is by the individuals who created it, and 
in the other case by the Government, which 
consists, in part of changing and temporary 
elective officials, and in larger part of bureau- 
cratic office holders—the very issue raised by 
Smith and Mill. 

The Flow of New Revenue 

As a revenue producer, the policy thus far has 
been a success. The revival of business in the 
past year should be primarily credited, for this 
has afforded the increase of earnings making 
the increase of dividends possible ; but that the 
tax has induced the payment of dividends there 
can be no question. They have come in a flood 


in the last two months, as with most corpora- 
tions the accounting year corresponds to the 
calendar year. It has been the greatest flow 
on record, for as a rule it has not been consid- 
ered sound practice for corporations to pay 
out all earnings as dividends. Now many are 
distributing cash dividends and simultaneously 
arranging to reimburse their treasuries, either 
by borrowing of banks, issuing obligations in 
the market or to stockholders as dividends, 
(in which case they are taxable the same as 
cash) or by selling new issues of stock. In 
comparison with past practices these policies 
are extraordinary. They increase permanent 
capitalization, when the managements would 
prefer to use funds available in the treasuries. 

And this is the real issue raised by the law, 
Is it sound public policy for the law to put 
such pressure on directors? The law applies to 
all corporations alike, without regard to the 
widely different circumstances in which they 
are individually situated. The directors and 
officials of each one are charged with its man- 
agement, by the owners and by law. Business 
is a great democracy, in which most of the 
leaders have come up through the ranks from 
the bottom, and have developed themselves 
along with the business; they are specialists, 
trained for their respective responsibilities ; but 
the law imposes conditions which restrict or 
constrain their judgment in vital matters of 
policy. 

It is of primary importance that the indus- 
tries, and all business, shall be managed to the 
end of maintaining stability, efficiency and 
permanent prosperity. Moreover these condi- 
tions will assure their ability to pay taxes and 
dividends in the largest possible measure. The 
question is, who is best able to do this—the 
owners and their representatives, or the Gov- 
ernment at Washington? 

The most extraordinary effect of this policy 
is the break it makes with the common practice 
under which the industries have made their 
wonderful progress in the past. Although the 
savings of thrifty individuals have contributed 
in no small degree, most of the industries 
have been built up out of their earnings, and 
it has been startling to learn that hereafter 
these may be so used only under heavy pen- 
alties. Apparently this will most seriously 
affect new and struggling industries, unable 
to raise capital from the public, — industries 
beginning, as the automobile industry did 
forty years ago. In its growth, its wide-spread 
benefits, and its influence upon the national 
life, this affords the most striking example of 
an industry which has financed its own growth; 
but new contenders in all fields have this capi- 
tal problem to solve. 


The Importance of Reserve Resources 
The apparent purpose to discourage the 
retention of earnings for use in a business, 
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or to safeguard its future, disregards the 
lessons of experience. These teach that bus- 
iness conditions are constantly changing, and 
are inherently unstable, unless ample provi- 
sions against emergencies are made. Reserve 
resources are the most effectual insurance for 
dividends, employment, the future of each 
business and the prosperity of the country. 

The new policy raises a question about any 
development, research, experimentation, mod- 
ernization of plant or expansion, out of current 
income. It prevents the corporation from in- 
creasing its working capital to meet the in- 
creased requirements of higher inventory costs 
and higher wages, which may occur without 
any change in the physical amount of business. 
It will put corporations in a weak position at 
the next depression, preventing their paying 
dividends to stockholders when the stockhold- 
ers need them most, or maintaining employ- 
ment when running behind. 

It is true that the law forces more income 
into the hands of stockholders, and thus in- 
creases Government revenue, in times of pros- 
perity, but the reverse applies, with fewer 
dividends and less revenue, in times of depres- 
sion, because of the absence of reserve re- 
sources. It taxes undistributed earnings in one 
year, even though the capital has been depleted 
in past years and the corporation may not law- 
fully pay dividends. Banking laws forbid the 
payment of dividends when capital is impaired, 
and numerous states have similar statutes ap- 
plicable to other corporations. Furthermore, 
many bond issues contain contracts of like 
import, or that fixed portions of net earnings 
shall be devoted to specified purposes. The tax 
law recognizes these contracts, if made before 
May 1, 1938, but the terms are complex, making 
relief uncertain. The important thing is to 
maintain the principle, and to encourage, rather 
than limit, its observance. Such reserve assets 
are not idle; they may be in government bonds, 
or other liquid assets which diversify a com- 
pany’s resources. Every business thus pro- 
tected helps to stabilize the entire business sit- 
uation. 

Such investments of corporation resources do 
not “lock up” purchasing power, as is some- 
times affirmed: the new Social Security acts 
are proposing to create reserve funds running 
into many billions of dollars, for the purpose of 
maintaining social security. Such a concen- 
tration may create management problems, and 
doubtless will, but if accumulations are paid 
out for investments, the purchasing power will 
go with them. Why penalize corporations for 
doing the same, each one for itself? 


The Source of Purchasing Power 
The plea that this act puts purchasing power 


into circulation, at most is of only slight and 
temporary significance. The actual purchas- 


ing power in circulation consists of the products 
and services moving in trade, and the matter of 
chief importance is to increase the volume of 
these. This is a much larger problem than that 
of simply forcing cash holdings or bank de- 
posits into circulation. The latter will move 
fast enough when conditions are right for 
industry and trade. 

Corporation managements have more im- 
portant reasons for wanting reserve resources 
than a desire to avert tax levies on stockholders; 
and even if the latter be the actuating motive 
in some instances it should not be made the 
basis of sweeping legislation generally harm- 
ful. Andrew Carnegie, Henry Ford and thou- 
sands of business men were using their earn- 
ings for development purposes before there 
were any income taxes. 

Furthermore, the use of profits for the im- 
provement and enlargement of public services 
is beneficial to the public. The consumers of 
industrial products receive far greater benefits 
from the improvement of the industries than 
do the owners of them. We gave last month 
a story of the steel industry, its wonderful 
bridges, and of how the cost of steel has been 
reduced and its quality improved for every use, 
at the same time increasing employment and 
raising wages; also of the automobile industry, 
with its improved products, lower prices and 
influence upon wages in all industries; and 
finally gave the Ford Motor Company’s state- 
ment of its profit-share in each dollar received 
from the public in the year 1935, viz. 1% cents. 


Railroads have been at a disadvantage as 


compared with other industries, first, because 


they were obliged to raise large amounts of 
capital in order to begin business, and, second, 
because they have been handicapped by the 
unwillingness of public supervision to allow 
earnings large enough to provide improve- 
ments. It would have been better for the pub- 
lic, and for railroad credit, if more of the in- 
vestment could have been from earnings, and 
would have kept down capital charges. Now 
this act is a bar to sinking funds to retire debt, 
although the Interstate Commerce Commission 
and the President have said that sinking funds 
would add to the stability of the railroad struc- 
ture and gradually reduce charges. 

Thus earnings retained in the industries be- 
come capital devoted to public purposes, and 
are continued in such uses until superseded by 
new capital which serves the purpose better; 
while earnings distributed in dividends are re- 
leased to private purposes and may be either 
reinvested or consumed. It is true that even in 
the latter case the purchasing power returns to 
industry, enabling it to continue production at 
the same rate, but there can be no increase of 
production for a growing population or a rising 
standard of living without an increase of cap- 





ital equipment. This can come only by a re- 
tention of earnings in the industries or by re- 
investment of earnings paid out. It is sound 
public policy to recognize this. There can be 
no advance of industry without savings from 
production. The Russian five-year plan was 
a clear example of abstention from consump- 
tion goods in the present in order to build up 
productive capacity for a greater supply of 
such goods in the future. 

There is no recognition in this act, or the 
arguments for it, that capital employed in 
production is of value to the entire community, 
no matter who owns it; that in the last fifteen 
years more than 95 per cent of the aggregate 
gross incomes of all corporations has been dis- 
tributed to the public in operating costs; or 
that of the other 5 per cent, part has been 
distributed as dividends and part retained for 
improving the industries. Furthermore, 95 per 
cent of the values resulting from such produc- 
tion gains also has gone to the public. This 
has resulted in a constant increase in the out- 
put, per capita of their employees and per 
capita of the total population. From 1899 to 


1914 this increase was at a rate that would 
have doubled the total production of the indus- 
tries in 63 years, while the rate from 1922 to 
1929 would have doubled it in 29 years. Since 
the rate of production determines the stand- 
ard of living, why not continue the pace? 


Effects of Inequitable Taxation 

Other features of existing tax legislation 
may be considered at Washington, notably 
the tax on capital gains, which has numerous 
phases that we cannot discuss at this time, 
although the subject deserves serious consid- 
eration. However, no feature is so vital to 
business as that which deprives the owners 
and managers of corporations of their proper 
control over their policies and finances. No 
uniform rule can be a substitute for the judg- 
ment of responsible management upon the 
changing conditions in which business is con- 
stantly involved. 

Appeals are made to the managers of indus- 
tries to take up the slack in employment, but 
to do this they will require free control of 
their resources. A Government has a right to 
seek the cooperation of its citizens, but the 
latter may ask not to be expected to do the 
impossible. The Secretary of Commerce, in 
his annual report to Congress, has just pub- 
lished a summary of business results in 1936 in 
which he says that it has been the first year 
since 1929 in which business as a body has 
made any profit. He says that in 1930, 1931, 
1932, 1933, 1934 and 1935 (six years) losses ex- 
ceeded gains and surpluses previously accumu- 
lated were drawn upon heavily. 

The Secretary truly says that business has 
made a great recovery and is under strong mo- 
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mentum, that confidence and courage have re- 
vived and business men again are hopeful. This 
is a correct account of what business has passed 
through in the last six years, and of what it 
is doing and how it is feeling at the start 
of 1937. Business would like to restore its 
reserves and working capital which have 
served such a good purpose in the last six 
years; it would like to replace its worn-out 
and obsolete equipment; it is eager to increase 
employment; but as a mechanic cannot work 
without tools, so business cannot work without 
capital. The industries want relief from this 
tax law which compels them to part with 
earnings which they need for their expanding 
business. 


A system of taxation should be based on 
consistent principles, and a Government should 
be fair to all classes of its citizens, including 
those having the constructive ability that or- 
ganizes production, builds up industries, em- 
ploys labor and pays taxes. 


A policy of hostility toward such accomplish- 
ments inevitably takes the edge off the spirit 
of enterprise, which is the main-spring of 
social progress. Every new venture requires 
courage, especially after years of struggle 
against adversity. Taxation which is felt to 
be unfair prompts men whose leadership is 
needed to seek security for what they have left, 
rather than opportunities for new achieve- 
ments. 


That this is true is proven by the experience 
of mankind. John Stuart Mill, in his classic 
“Principles of Political Economy” (Chapter 
VII) has traced their verification in all parts 
of the world. Summing up the showing briefly 
he has said: 


It is sufficient here to remark that the efficiency of 
industry may be expected to be great, in proportion 
as the fruits of industry are insured to the person 
exerting it; and that all social arrangements are 
conducive to useful exertion, according as they pro- 
vide that the reward of every one for his labour shall 
be proportioned as much as possible to the benefit 
which it produces. All laws or usages which favour 
one class or sort of persons to the disadvantage of 
others; which chain up the efforts of any part of the 
community in pursuit of their own good, or stand 
between those efforts and their natural fruits—are 
(independently of all other grounds condemnation) 
violations of the fundamental principles of economical 
policy; tending to make the aggregate productive 
powers of the community productive in a less degree 
than they would otherwise be. * * * 

Among the secondary causes which determine the 
productiveness of productive agents, the most im- 
portant is security. By security I mean the complete- 
ness of the protection which society affords to its 
members. This consists of protection by the Govern- 
ment, and protection against the government. The 
latter is the more important. * * * This is the acknowl- 
edged explanation of the poverty of many fertile tracts 
in Asia which were once populous and prosperous. 
From this to the degree of security enjoyed in the 
best-governed parts of Europe there are numerous 
gradations. * * * The only insecurity which is alto- 
gether paralyzing to the active energies of producers, 
is that arising from the government, or from persons 
invested with its authority. 
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INCLUDING DOMESTIC AND FOREIGN BRANCHES 


Cash and Due from Banks and Bankers 

United States Government Obligations (Direct or Fully Guaranteed) 
State and Municipal Bonds 

Other Bonds and Securities 

Loans, Discounts and Bankers’ Acceptances 
Customers’ Liability Account of Acceptances 
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Reserves for: 
Unearned Discount and Other Unearned Income 
Interest, Taxes and Other Accrued Expenses 
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122,800,453.08 
588,348,845.92 
23,662,028.73 
3,600,000.00 

00 


000,000. 
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4,729,858.26 
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Figures of Foreign Branches are as of December 24, 1936. 
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